REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL LEGISLATURE 

AND THE COUNCIL ON THE BELA BELA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the financial statements of the Bela Bela Local Municipality set out on pages 
XXX to XXX, \A/hich comprise the statement of financial position as at 30 June 2012, the 
statement of financial performance, statement of changes in net assets and the cash flow 
statement for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 201 1 {Act No. 06 of 2011) (DoRA) and for 
such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 
25 of 2004) (PAA), the General Notice issued in terms thereof and International Standards 
on Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my adverse audit opinion. 


Basis for adverse opinion 


Material uncertainty relating to going concern assumption 

6. The Minister of Finance has decided to halt the transfer of the equitable share and all 
conditional grants due to the municipality. At date of this report, there is nothing that has 
come to my attention to indicate that this decision will be revoked. These events indicate a 
material uncertainty that may cast significant doubt on the municipality’s ability to continue 
as a going concern and therefore the municipality may be unable to realise its assets and 
discharge its liabilities in the normal course of business. 

Property, plant and equipment 

7 . I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of property, plant and equipment. As described in note 35 to the 
financial statements, the restatement of R678 812 026 was made in order to rectify a prior 
year misstatement. I was unable to confirm the restatement by alternative means. 
Consequently I was unable to determine whether any adjustments to the property, plant 
and equipment corresponding figure were necessary. 

8. The municipality did not review the residual values and useful lives of property, plant and 
equipment with a carrying amount of R777 393 698 (2011: R793 181 983) at each reporting 
date in accordance with the SA Standard of GRAP 17, Property, plant and equipment. I 
have not determined the correct net carrying amount of property, plant and equipment as it 
was impracticable to do so. 

9. The municipality did not assess whether there are indications of impairments of property, 
plant and equipment with a carrying amount of R777 393 698 (2011: R793 181 983) at 
each reporting date in accordance with the SA Standard of GRAP 26, Impairment of cash- 
generating assets. I have not determined the correct net carrying amount of property plant 
and equipment as it was impracticable to do so. 

10. Intangible assets with a cost of R1 295 585 were incorrectly recorded in both property, plant 
and equipment and intangible assets. Depreciation of R143 324 was recognised in respect 
of these assets. Consequently, property, plant and equipment and depreciation are 
overstated by R1 152 261 and R143 324 respectively. Due to inadequate record keeping of 
the municipality, I was unable to determine whether any adjustments to other account 
balances or classes of transactions contained in the financial statements were necessary. 

11. The municipality did not recognise depreciation on the capitalised portion of the provision 
for landfill rehabilitation as required by the SA Standard of GRAP 1 7, Property, plant and 
equipment. I have not determined the effect of this on the carrying amount of property, plant 
and equipment and depreciation as it was impracticable to do so. 

Intangible assets 

12. The municipality did not amortise intangible assets with a cost of R1 519 428 (2011- 
R175 490) in accordance with SA Standard of GRAP 31, Intangible assets. I have not 

determined the correct net carrying amount of intangible assets as it was impracticable to 
do so. 


13. The municipality did not review the amortisation period and amortisation method of 
intangible assets with a carrying amount of R1 519 428 (2011: R175 490) at each reporting 
date in accordance with SA Standard of GRAP 31 , Intangible assets. I have not determined 
the correct net carrying amount of property, plant and equipment as it was impracticable to 
do so. 

Trade and other receivables 

14. I was unable to confirm the existence and valuation of trade and other receivables 
amounting to R1 488 692 disclosed in note 3 to the financial statements. The municipality's 
records did not permit the application of alternative procedures. Consequently I was unable 
to determine whether any adjustments to the trade and other receivables figure were 
necessary. 

Cash and cash equivalents 

15. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of cash and cash equivalents. As described in note 35 to the financial 
statements, the restatement of R1 734 129 was made in order to rectify a prior year 
misstatement. I was unable to confirm the restatement by alternative means. Consequently 
I was unable to determine whether any adjustments to the cash and cash equivalents 
corresponding figure were necessary. 

Trade and other payables 

16. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of trade and other payables. As described in note 35 to the financial 
statements, the restatement of R17 449 800 was made in order to rectify a prior year 
misstatement, I was unable to confirm the restatement by alternative means. Consequently 
I was unable to determine whether any adjustments to the trade and other payables 
corresponding figure were necessary. 

Value-Added Tax (VAT) payable 

17. The municipality did not accurately recognise the VAT liability at year-end based on the last 
VAT 201 return submitted to the South African Revenue Services (SARS). Consequently, 
the VAT payable as disclosed in note 1 1 to the financial statements is over stated by 

R3 945 654. The municipality's records did not permit the application of alternative 
procedures. Consequently I was unable to determine whether any adjustments to other 
account balances or classes of transactions contained in the financial statements were 
necessary. 

Bank overdraft 

18. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of the bank overdraft. As described in note 35 to the financial 
statements, the restatement of R8 032 372 was made in order to rectify a prior year 
misstatement. ! was unable to confirm the restatement by alternative means. Consequently 
I was unable to determine whether any adjustments to the bank overdraft corresponding 
figure were necessary. 


Accumulated surplus 

19. The municipality did not have adequate systems in place to record adjustments to the 
accumulated surplus corresponding figure, which resulted in a difference of R2 133 286 
between the statement of financial position and the statement of changes in net assets. In 
addition, sufficient appropriate audit evidence was not available for the restatement in the 
corresponding figure of accumulated surplus. As described in note 35 to the financial 
statements, the restatement of R691 821 362 was made in order to rectify a prior year 
misstatement. I was unable to confirm the restatement by alternative means. Consequently 
I was unable to determine whether any adjustments to the accumulated surplus 
corresponding figure were necessary. 

Cash flow statement 

20. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figures of the cash flow statement. The cash flow statement was restated to 
rectify prior year misstatements as described in note 35 to the financial statements. I was 
unable to confirm the restatement by alternative means. Consequently I was unable to 
determine whether any adjustments to the corresponding figures in the cash flow statement 
were necessary. 

21 . The SA Standard of GRAP 2, Cash flow statements, requires that the municipality 
summarises the entity’s operating, investing and financing activities, 1 was unable to obtain 
sufficient appropriate audit evidence to confirm the accuracy of the cash flow statement and 
the related notes. The entity’s records did not permit the application of alternative 
procedures. 

Revenue 

22. In terms of section 13(1)(b) of the property rates policy of the municipality, a rebated of 20% 
is applied to improved residential property. However the municipality incorrectly applied the 
rebate to all properties. Consequently, revenue from property rates as disclosed in note 16 
to the financial statements and consumer debtors as disclosed in note 4 to the financial 
statements understated by R1 629 712. 

Expenditure 

23. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of depreciation. As described in note 35 to the financial statements, 
the restatement of R2 133 290 was made in order to rectify a prior year misstatement, I was 
unable to confirm the restatement by alternative means. Consequently I was unable to 
determine whether any adjustments to the depreciation corresponding figure were 
necessary. 

24. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of repairs and maintenance. As described in note 35 to the financial 
statements, the restatement of R4 845 998 was made in order to rectify a prior year 
misstatement. ! was unable to confirm the restatement by alternative means. Consequently 
I was unable to determine whether any adjustments to the repairs and maintenance 
corresponding figure were necessary. 


25. I was unable to obtain sufficient appropriate audit evidence for the restatement in the 
corresponding figure of generai expenses. As described in note 35 to the financiai 
statements, the restatement of R2 245 801 was made in order to rectify a prior year 
misstatement, i was unable to confirm the restatement by alternative means. Consequently 

I was unable to determine whether any adjustments to the general expenses corresponding 
figure were necessary 

26. The municipality incorrectly recognised expenditure inclusive of value-added tax (VAT), 
Consequently, expenditure as disclosed in the statement of financial performance is 
overstated and VAT as disclosed in the statement of financial position is understated by 
R1 660 872, 

Commitments 

27. The municipality incorrectly disclosed capital commitments relating to recognised financial 
liabilities of R23 765 816. Consequently, commitments as disclosed in note 32 to the 
financial statements are overstated by R23 765 816, 

Unauthorised, irregular and fruitless and wasteful expenditure 

28. The municipality incurred authorised expenditure of R49 464 056 due to overspending of 
the total amount appropriated in the municipality’s approved budget. This amount has not 
been disclosed in the unauthorised expenditure disclosed in note 37 to the financial 
statements, resulting in unauthorised expending being understated by R49 464 056. 

29. The municipality incurred interest of R216 093 as a result of late payments to suppliers and 
the late submission of the VAT 201 returns to SARS. This amount has not been included in 
the fruitless and wasteful expenditure disclosed in note 38 to the financial statements, 
resulting in fruitless and wasteful expenditure being understated by R216 093, 

30. Payments amounting to R1 604 155 were made in contravention of the supply chain 
management requirements. This amount has not been included in the irregular expenditure 
disclosed in note 39 to the financial statements, resulting in irregular expenditure being 
understated by R1 604 155. 

Adverse opinion 

31 . In my opinion, because of the significance of the matters described in the Basis for adverse 
opinion paragraphs, the financial statements do not present fairly the financial position of 
the Bela Bela Local Municipality as at 30 June 2012 and its financial performance and cash 
flows for the year then ended, in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 201 1 (Act No. 06 of 2011) (DoRA). 

Emphasis of matters 

32. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Significant uncertainties 

33. With reference to note 33 to the financial statements, the municipality is the defendant in 
respect of lawsuits pending for an amount of R770 198. The outcome of these lawsuits 
cannot be determined at present and no provision has been made for any liability that may 
result. 


Material losses 

34. As disclosed in note 42 to the financial statements, material losses to the amount of R1 5 
448 892 were incurred as a result of electricity distribution. 

Additional matter 

35. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

36. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

37. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

38. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XXX to XXX of the annual 
report. 

39. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury annual reporting principles and whether the reported performance is consistent 
with the planned objectives. The usefulness of information further relates to whether 
indicators and targets are measurable {i.e. well defined, verifiable, specific, measurable and 
time bound) and relevant as required by the National Treasury Framework for managing 
programme perfonvance information (FMPPI). 

The reliability of the information in respect of the selected objectives is assessed to 
determine whether it adequately reflects the facts {i.e. whether it is valid, accurate and 
complete). 

40. The material findings are as follows: 

Usefulness of annual performance report 

Presentation 

Measures taken to improve performance not disclosed 

41. Improvement measures in the annual performance report for a total of 43% of the planned 
targets not achieved were not disclosed as required by section 46 of the Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). This was due to inadequate internal policies and 
procedures over the processes pertaining to the reporting of performance information. 


Measures taken to improve performance not supported by sufficient appropriate 

evidence 

42. Section 46 of the MSA requires the disclosure of measures taken to improve performance 
in the annual performance report where planned targets were not achieved. Adequate and 
reliable corroborating evidence could not be provided for 24% measures taken to improve 
performance as disclosed in the annual performance report. The municipality’s records did 
not permit the application of alternative audit procedures. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the validity, accuracy and 
completeness of the measures taken to improve performance 

Consistency 

Reported objectives not consistent with planned objectives 

43. The MSA section 41(c) requires that the integrated development plan/service delivery 
agreement should form the basis for the annual report, therefore requiring the consistency 
of objectives, indicators and targets between planning and reporting documents. A total of 
24% of the reported objectives are not consistent with the objectives as per the approved 
integrated development plan/ service delivery agreement. 

Reported targets not consistent with planned targets 

44. The MSA section 41 (c) requires that the integrated development plan/service delivery 
agreement should form the basis for the annual report, therefore requiring the consistency 
of objectives, indicators and targets between planning and reporting documents. A total of 
27% of the reported targets are not consistent with the targets as per the approved 
integrated development plan/ service delivery agreement. 

Measurability 

Performance targets not specific 

45. The National Treasury FMPPI requires that performance targets be specific in clearly 
identifying the nature and required level of performance. A total of 57% of the targets 
relevant to the selected objectives were not specific in clearly identifying the nature and the 
required level of performance. This was due to the fact that management was aware of the 
requirements of the FMPPI but chose not to apply the principles contained in the FMPPI. 

Performance targets not measurable 

46. The FMPPI requires that performance targets be measurable. The required performance 
could not be measured for a total of 57% of the targets relevant to the selected objectives. 
This was due to the fact that management was aware of the requirements of the FMPPI but 
chose not to apply the principles contained in the FMPPI. 

Performance targets not time bound 

47. The FMPPI requires that the time period or deadline for delivery be specified, A total of 
82% of the targets relevant to the selected objectives were not time bound in specifying a 
time period or deadline for delivery. This was due to the fact that management was aware 
of the requirements of the FMPPI but chose not to apply the principles contained in the 
FMPPI. 


Reliability of information 


Performance information not valid 

48. The FMPPI requires that processes and systems which produce the indicator should be 
verifiable, I was unable to obtain all the information and explanations I considered 
necessary to satisfy myself as to the validity of the actual reported performance relevant to 
64% of objectives. This was due to limitations placed on the scope of my work due to the 
institution’s records not permitting the application of alternative audit procedures. 

Reported targets/indicators not supported by sufficient appropriate evidence (validity, 

accuracy and completeness) 

49. The FMPPI requires that documentation addressing the systems and processes for 
identifying, collecting, collating, verifying and storing information be properly maintained. I 
was unable to obtain sufficient, appropriate audit evidence to satisfy myself as to the 
validity, accuracy and completeness of the actual performance reported in the annua! 
performance report. This was due to limitations placed on the scope of my work by the 
absence of the municipality’s records not permitting the application of alternative audit 
procedures. 

Compliance with laws and regulations 

50. I performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the General Notice issued in terms of the PAA are as 
follows: 

Annual financial statements, performance and annual report 

51 . The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving an adverse audit opinion. 

52. The accounting officer did not submit the financial statements for auditing within two 
months after the end of the financial year, as required by section 1 26(1 )(a) of the MFMA. 

53. The 2010-1 1 annual report was not tabled in the municipal council within seven months 
after the end of the financial year, as required by section 127(2) of the MFMA, 

Audit committees 

54. The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information as required by section 
166(2)(b) of the MFMA. 

Procurement and contract management 

55. Goods and services with a transaction value of below R200 000 were procured without 
obtaining written price quotations from at least three different prospective providers as per 
the requirements of SCM regulation 17(a) and (c). 

56. Awards were made to providers who are persons in service of other state institutions or 
whose directors/ principal shareholders are persons in service of other state institutions, in 
contravention of SCM regulation 44. Similar awards were identified in the prior year and no 


effective steps were taken to prevent or combat the abuse of the SCM process in 
accordance with SCM regulation 38(1). 

Human resource management and compensation 

57. The competencies of financial and/or supply chain management officials were not assessed 
promptly in order to identify and address gaps in competency levels as required by the 
Municipal Regulations on Minimum Competency Levels regulation 13. 

58. The municipality did not submit a report on compliance with prescribed competency levels 
to the National Treasury and relevant provincial treasury as required by the Regulations on 
Minimum Competency Levels regulation 14(2)(a). 

59. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies as required by the Regulations on Minimum 
Competency Levels regulation 14(2){b). 

Expenditure management 

60. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65(2)(e) of the MFMA. 

61. An adequate management, accounting and information system was not in place which 
accounted for creditors, as required by section 65(2}(b) of the MFMA. 

62. The accounting officer did not take reasonable steps to prevent irregular expenditure and 
fruitless and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 

Asset management 

63. An adequate management, accounting and information system which accounts for assets 
was not in place, as required by section 63(2)(a) of the MFMA, 

64. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Internal control 

65. I considered internal control relevant to my audit of the financial statements, the annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for adverse opinion, the findings on the annual performance report and 
the findings on compliance with laws and regulations included in this report. 

Leadership 

66. There was no detailed review of the financial statements and the annual performance 
report, resulting in several misstatements not identified and corrected. 

67. The municipality did not perform a competency assessment for key personnel and there are 
inadequate key controls for record keeping. 

68. There was no monitoring of the action plan to address prior year external audit findings and 
the municipality does not have an IT governance framework 


Financial and performance management 

69. There is no proper record keeping to support the financial statements and the annual 
performance report, consequently requested information was not submitted timeously for 
audit 

70. Due to vacancies in key positions in finance and internal audit, there are significant 
uncleared amounts in suspense accounts and compliance with laws and regulations is not 
adequately monitored. 

71. There are no formal user access controls, IT service continuity controls and IT governance 
controls. 

Governance 

72. There is inadequate risk management and internal audit is insufficiently resourced. 

73. The audit committee did perform a detailed review of the financial statements and the 
annual performance report. 


Polokwane 
22 February 2013 
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